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General Business Conditions 


HE seasonal revival of business activity 

which usually gathers speed after Labor 

Day promises to be intensified this year 

by the after-effects of the steel strike. 

Where the strike caused slow-downs, 
industry is now busy catching up. Prices and in- 
comes are rising, and in general optimism is more 
pronounced than it was earlier this year. The re- 
cent tightening of credit has not touched off a 
wave of pessimism as it did in the spring; instead, 
many regard these moves as a confirmation that 
good times lie ahead — times so good that they 
require restraint to keep them from getting out 
of hand. 


One reason for this feeling of optimism is the 
ease with which most of the economy rode out 
the steel strike. Total employment set a new 
record in July, and, on a seasonally adjusted 
basis, so did retail sales and construction activity. 
Despite the strike, over-all industrial output 
dipped only 3% per cent. Fortunately most steel- 
consuming firms had sufficient stock on hand to 
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maintain production during July; manufacturers 
of machinery and most other producers’ equip- 
ment and consumer durable goods increased their 
rates of output on a seasonally adjusted basis. 


The speedy resumption of steelmaking and the 
continuing heavy retail demand promise a boost 
in over-all production in August and September. 
The steel industry's recovery has been as rapid 
as repairs and wildcat strikes would permit; by 
the end of August its operations were back to 
96.5 per cent of capacity. Retail sales in August 
appear to have held close to the record levels 
of the preceding three months, and government 
officials predict that August employment figures 


will show another new peak. 


Inevitably, the strike intensified the difficulty 
which certain industries were having in obtain- 
ing the types of steel needed. Heavy goods lines 
generally are plagued with unbalanced steel 
stocks and uncertain delivery schedules. It will 
be many months before this situation is cleared 
up, particularly in structural steel. 


Sixty-Six Million Jobs 


Total civilian employment rose to 66,655,000 
persons in July, the greatest number in the na- 
tion’s history. Altogether, 152,000 more people 
had jobs than in June and 1,660,000 more than in 
July 1955. The Census Bureau includes in these 
employment totals all persons who have jobs but 
who currently are not working because of vaca- 
tion, illness, or strikes. However, even if the 
striking steelworkers had been excluded, employ- 
ment would still have been a million or more 
above last year’s level. 


Some persons view with concern the fact that 
unemployment still totaled 2,833,000 persons in 
July, equivalent to 4.1 per cent of the civilian 
labor force, and was 362,000 greater than in July 
1955. A closer look at the figures, however, shows 
that the growth of unemployment is a misleading 
indicator of economic trends. Actually, the in- 
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crease in employment during the past year has 
been 300,000 greater than the over-all growth in 
the population of working age, although normally 
only part of this added population would enter 
the labor force. During the last 12 months, the 
civilian labor force has increased by more than 
2 million, nearly triple the usual annual increase. 
Over and above population growth, the prospect 
of high wages and plentiful jobs has attracted 
into the labor force since July 1955 about 360,000 
teenagers and 369,000 women 20 years of age and 
over. Most, but not all, of these added job-seekers 
have succeeded in finding work, but nearly 90 
per cent of the net increase in unemployment 
has come from these two groups. 

The “unemployment problem” then has not 
involved a failure of employment opportunities 
to expand, but a superabundance of jobseekers, 
many of them inexperienced or temporary 
workers. Except in the auto industry and a few 
other areas of heavy’ layoffs, unemployment of 
the family’s main breadwinner has not been a 
major problem. The percentage of male family 
heads out of work remains about half that for the 
general population. In addition, the volume of 
long-term unemployment — over 15 weeks — has 
shrunk by more than 100,000 persons during the 
past year. 


Wages, Prices, and Purchasing Power 


Between record-breaking employment and the 
pattern of substantial wage boosts which reached 
its climax with the steel settlement, it is little 
wonder that consumer income is setting new 
records. In June, personal income achieved the 
seasonally adjusted annual rate of $324 billion, 
topping June 1955 by $18 billion. As might be 
expected, consumer expenditures also have risen 
to new heights. However, roughly one third of 
the advance in dollar sales during the first half 
of 1956 represented higher prices rather than in- 
creased physical volume. The question now is: 
How much of the widely anticipated increase in 
consumer buying power in the months ahead will 
be dissipated on rising prices and how much 
will be left to support a growing volume of pro- 
duction? 

Business news in recent weeks has been high- 
lighted by numerous announcements of price in- 
creases at both wholesale and retail. The most 
important of these was the boost in steel prices, 
averaging $8.50 per ton or 6.25 per cent, an- 
nounced by U.S. Steel on August 6. Other steel 
producers soon followed. Prices and wages in 
the aluminum industry also advanced during 
August, while prices of several basic commodities 
firmed during the Suez crisis. 


A great many durable goods producers found 
in the steel price rise an opportunity for catching 
up with other cost increases — labor, raw mate- 
rials, and freight—and by the end of August 
prices were up for a wide range of products, from 
small components to heavy machinery. However, 
the price advance is still far from being general, 
even among steel-consuming industries. Depend- 
ing on their competitive situation, some firms are 
absorbing higher costs, others are marking time 
until they can determine the full extent of their 
cost increases, and still others, as in the automo- 
bile industry, are holding the line on prices of 
current models but plan higher prices on forth- 
coming new models. 


Moreover, some soft spots persist in the econ- 
omy. Prices have been weaker recently for 
copper, lumber, synthetic textiles, and in some 
localities, crude petroleum. On the whole, the 
Bureau of Labor Statistics broad index of whole- 
sale prices of industrial commodities reached a 
new peak in the week ended August 21, up about 
1 per cent from July, following three months of 
relative stability. 

Consumer prices have likewise tended higher. 
After three years of virtual stability, during 
which the BLS consumer price index fluctuated 
fractionally within an over-all range of 1 per 
cent, prices have risen 2 per cent in the three 
months ended July 15 to a new record. Officials 
anticipate a further but more moderate rise in 
August. The three-month rise has been due 
primarily to a jump of 5 per cent in retail food 
prices, but prices in other major categories have 
also been edging upward. 

The rise in the cost of living has brought auto- 
matic wage increases of 3 to 5 cents to about 
1,250,000 workers in the automobile, aircraft, 
electrical machinery, and other industries with 
escalator clauses in their union contracts. These 
higher wages will in turn add to the cost-push 
and demand-pull for still higher prices. 


Resistance to Spiraling Prices 

It remains to be seen how much of the recent 
price increases in steel and other basic commodi- 
ties will seep through the economy to the retail 
level. The inflationary potential of such basic 
price boosts is largely a matter of the speed and 
the intensity with which they spread and the ex- 
tent to which they are absorbed. 

The experience at wholesale is shown in the 
accompanying chart. Between 1947 and July 1956 
prices of steel mill products rose 80 per cent 
(not including the latest price boost), while prices 
of producers finished goods increased 48 per 
cent. Consumer durable goods prices rose only 26 
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per cent at wholesale. At retail the rise has been 
much less, reflecting a narrowing of distribu- 
tors’ margins. 
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Whelesale Prices of Steel Mill Products, Producer Finished 
Goods and Consumer Durable Goods, 1947= 100 
(Annual Averages 1947-55, and July 1956) 


Part of the explanation for the slower rise in 
prices of consumer and producer durable goods 
than in steel prices lies in the greater over-all 
stability of other costs. In addition, producers 
have limited price increases on many of these 
products because of highly competitive condi- 
tions and consumer resistance. Where increases 
in efficiency and prcductivity have lowered unit 
costs, higher steel prices have often been wholly 
or partially absorbed; even in firms where such 
cost-cutting has not occurred, competitive pres- 
sures have often forced absorption of higher 
materials costs at the expense of profit margins. 

Some observers have viewed this squeeze on 
profits as imperiling the high rate of business in- 
vestment which has been one of the mainstays 
of our prosperity. However, a substantial share 
of expenditures on new plant and equipment — 
probably a larger share than is generally realized 
—goes for modernization and replacement of 
existing facilities rather than for expansion of 
capacity. Business men have recognized increas- 
ingly in recent years that to stay competitive 
they must redesign products, provide newer ma- 
chinery, streamline operations, and otherwise 
promote greater efficiency and productivity. 

At any rate, there is little indication as yet 
that rising prices, pinched profit margins, or 
tight money policies are causing a measurable 
reduction in the current capital goods boom. Nor 
is inventory reduction likely to be much of a 
brake on business activity in the second half. 
The general atmosphere of rising prices; employ- 
ment, and income, heavy demand from con- 
sumers, business, and government, and wide- 
spread optimism and confidence seldom goes 
hand-in-hand with inventory liquidation. It is 
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more likely to lead to an inventory build-up, 
accentuating the strain on the nation’s resources 
of manpower, materials, and industrial capacity, 
and adding to the pressure on credit. 


Money Rates Advance 


Effective August 24, the Federal Reserve 
Board approved increases from 2% to 3 per cent 
in the discount rates of the New York, Chicago, 
Philadelphia, and Richmond Reserve Banks. By 
the end of the month the 3 per cent rate, which 
had prevailed for the San Francisco and Minne- 
apolis Districts since April 13, had become ap- 
plicable to member bank borrowings throughout 
the country. The 3 per cent rate is the highest 
for New York since May, 1933. Prior to 1930, 3 
per cent was the bottom of the range of dis- 
count rate fluctuations. Under boom conditions 
the rate went as high as 6 per cent in 1929 and 
7 per cent in 1920. 

The move of the Federal Reserve authorities 
to a uniform 3 per cent discount rate level did 
not come as any great surprise. It was a relief 
to bankers and brokers who had become fearful 
of an advance beyond 8 per cent. The announce- 
ment came after open market money rates, bank 
loans rates, and bond yields had completed gen- 
eral upward adjustments under the pressure of 
insatiable demands for credit. 

The strength of underlying business demands 
for credit had been evidenced in July when, de- 
spite the liquidation of an estimated six or seven 
million tons of steel inventories, business loans 
of commercial banks had declined less than usual 
and bond prices weakened under the weight of 
increased corporate offerings. In August, when 
the harvest of crops and autumn trade expansion 
begin to affect business needs for credit, bank 
loans rose more strongly than usual. This was 
partly explained by the difficulties of placing 
bonds which led numerous corporate borrowers 
to defer offerings and rely on their banks for 
temporary financing. The cash sale on August 15 
of $3 billion Treasury certificates of indebted- 
ness, in anticipation of March tax revenues, was 
an additional source of pressure on the banks 
which undertook the main job of underwriting 
for resale to corporate customers. 

Under the weight of credit demands beyond 
their ability to meet, principal banks, beginning 
August 21 in Boston, raised their loan rate to 
prime commercial customers from 3%4 to 4 per 
cent. More particularly under the influence of the 
Treasury borrowing, short-term open market 
rates worked upwards, in many cases to the high- 
est levels since 1933. New issues of 91-day 
Treasury bills were awarded at rates up to 2.83 
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per cent, exceeding the previous peak of 2.79 
per cent in April. Bankers acceptances were 
moved up % per cent; commercial paper % per 
cent. 
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Bond Yields Up 

In the background of these latest money rate 
advances is the unparalleled size of construction 
programs which continue to demand more funds 
than are being saved. In 1955 it was individual 
borrowing to buy homes and cars that over- 
strained the credit supply. This year business 
borrowings, to cover record plant and equipment 
programs, have been the central feature. 

Although term loan arrangements with banks 
have provided considerable funds, the bond mar- 
ket was the natural main point of impact for 
cumulating business needs for longer-term 
money. After a slow start in January and Febru- 
ary, with totals around $500 million a month, 
corporate bond offerings built up during March 
and April to a point requiring an advance from 
3% or 8% per cent to 3% per cent on issues of 
the highest credit standing. In May and June 
the market absorbed a remarkable total of $154 
billion new corporate bond offerings, in a rate 
range of 3% to 3% per cent on top-grade issues. 

Another big month én July supersaturated buy- 
ing power in the prevailing rate range and led 
underwriters in August to advance quoted inter- 
est costs or to advise postponement. Numerous 
offerings scheduled for August were cancelled or 
reduced in amount. Borrowers, even of the high- 
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est credit standing, who went ahead, found that 
they had to pay 4 to 4% per cent to assure them- 
selves a market. 

This has been a steep move for corporate 
bond yields. It put them on a closely competi- 
tive basis with mortgage investments, which 
have been taking not only the practical whole 
of new savings accumulating in savings banks 
and savings and loan associations but have been 
absorbing around two-thirds of the new funds 
of life insurance companies. 

The spread of yields on corporate bonds over 
those on U.S. bonds widened, even though the 
latter declined in price under the influences of 
bank sales to accommodate loan demands, in- 
vestor shiftings into corporate bonds, and grow- 
ing apprehensions of increases in Federal Re- 
serve discount rates and bank loans rates. 
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Friday Closing Bid Prices, Selected U.S. Government Bonds 
(Last plotting for Wednesday, August 29) 


As the chart shows, the decline carried U.S. 
bonds down 2% to 5 points from their June 
highs, recorded at a time when there were appar- 
ent evidences that the Federal Reserve was 
moderating its restrictive credit policy. The rela- 
tively greatest weakness was apparent in inter- 
mediate term issues many of which offered yields 
of 3% or 3% per cent, exceeding what was avail- 
able in 1953. Banks are the principal holders of 
bonds in this maturity range. Long U.S. bonds, 
however, failed to penetrate the lows of 1953. 
The thirty-year 3%s, which briefly dipped to 
98% in early June of 1953, traded at 98% to yield 
3.26 per cent. Thus the yield curve developed 
a hump, running up from below 3 per cent on 
91-day Treasury bills to 3% per cent on five-year 
bonds and then dropping back down around 3% 


per cent on the longest term issues. 


Municipal bonds, exempt from federal income 
taxes, also accelerated their decline in August 
and penetrated their lows of last April. As in the 
case of long-term U.S. bonds, they held above 
the 1953 lows. Yields on issues of the highest 
grade moved up into a 2% to 2% per cent range. 
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The volume of new offerings was comparatively 
small, reflecting in part a tendency of borrowers 
to await more favorable market conditions. 


Effectiveness of Restrictive Policy 

Postponements of bond offerings on the part 
of borrowers added to already swollen bank Joan 
demands. As the following chart shows, business 
loans of weekly reporting member banks, ad- 
justed to eliminate seasonal factors, have contin- 
ued to climb. Going back twenty-two months to 
October 1954, they have now risen no less than 
$9 billion or 43 per cent. 
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This loan expansion raises a question whether 
the restrictive credit policy is really working. In 
this connection it needs to be borne in mind that 
the Federal Reserve authorities did not seriously 
attempt to restrain credit until last summer and 
by that time expansion had developed such 
momentum that it has not been easy to slow. It 
needs also to be borne in mind that the objective 
of the authorities is not to kill off the boom but 
simply to hold credit expansion within limits 
consistent with a stable price level. 

That business loans should be rising in the face 
of a restrictive credit policy, and despite the dis- 
couragement of rate increases, is evidence of the 
force of credit demands —not to mention the 
fact that commercial lending is the primary busi- 
ness of commercial banks. We will never know 
how much larger the business loan expansion 
would have been in the absence of a restrictive 
policy. Banks feel the effects in the restraint 
imposed on the growth of their deposit resources, 
in the higher rates they must offer competitively 
for savings deposits, in the increased losses they 
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must take when they sell bonds, and in the cull- 
ing they must do over the excess of loan 
applications. Borrowers feel the effects through 
higher interest costs, difficulties in raising funds, 
and advice from lenders that they need more 
equity in their projects. 

The whole process helps build a soundly grow- 
ing economy, in which the saver gets a fair re- 
turn, the borrower is discouraged from over- 
extending himself, savings and investment are 
held in balance, and the stability of the economy 


as a whole is sustained. 


Gadgets to Spur Saving 





Most every youngster considers Robinson 
Crusoe a top-flight adventure story. Few young 
readers are aware, however, that Daniel Defoe’s 
18th Century novel also presents a crude illus- 
tration of one of the oldest of economic princi- 
ples: the contribution savings make to a rising 
living standard. 

By saving some of his fish catch over a period 
of time, Robinson Crusoe was able to spend his 
days building a boat instead of having to go fish- 
ing. When the boat was completed he could 
catch more fish in less time and was free to 
build a house. 


The same basic principle applies in the 20th 
Century. Economic prosperity and growth de- 
pend on the availability of money savings. Busi- 
ness relies on savings to help finance plants and 
equipment needed to produce and distribute an 
expanding volume of goods. Savings invested in 
mortgage loans make possible wider home 
ownership. Governments tap savings with bond 
issues to pay for their multifarious projects. 

If Crusoe saved too little he went hungry. 
If we save too little in the complicated modern 
world we experience our deprivations by short- 
ages ef goods in the market and rising prices. 


A Lag in Savings 


The postwar period has been one of growing 
scarcity of saving, pretty much throughout the 
world. The trouble is that, while increased sav- 
ing has been discouraged by low interest rates 
and inflation, programs to utilize saving have 
grown apace. People want to have their cake 
and eat it too: spend current incomes to the full 
and also enjoy the things that have to be fi- 
nanced with borrowed money. 


Economists in many countries are busy de- 
vising schemes to invigorate savings habits, and 
some of these schemes are being given practical 
trial. The most orthodox method is to let interest 
rates rise, giving a practical financial induce- 
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ment to postponement of expenditure and cre- 
ating a greater deterrent to borrowing. That is 
what has happened, for example, in this country, 
in Canada, and generally in Europe and Latin 
America. 

Special Expedients 


Where income is taxed heavily, even interest 
rates that seem high may not amount to much 
after tax. Thus tax incentives sometimes have 
been brought into play. Great Britain, for in- 
stance, is exempting from income tax interest 
up to $42 a year on savings deposits. Sweden 
last year began offering tax-free bonuses to 
savers which go as high as 20 per cent for sav- 
ings kept in a bank for five years. West German 
officials have proposed that taxpayers be allowed 
special deductions based on the amount of their 
savings. A scheme of this sort — developing out 
of efforts of U.S. railway employees to gain tax 
concessions on retirement contributions — was 
discussed but voted down by the House Ways 
and Means Committee earlier this summer. 


Enjoying a new vogue is the loan with a 
lottery feature. Although there are differences 
from country to country, the principle is the 
same: bondholders are eligible for prizes if their 
names get pulled out of a hat. This means, of 
course, that many bondholders get no return on 
their savings, or, at best, a considerably smaller 
interest payment than if no lottery feature was 
attached. 


Great Britain is the latest major country to 
adopt the lottery bond. In November, the British 
Treasury will appeal to the gambling instinct of 
Britons with a $2.80 savings bond (no interest 
paid) which will pay off (for a few lucky win- 
ners) with top tax-free prizes of $2,800 and a 
number of smaller prizes. Belgium has raised 
some $300 million with lottery bonds since the 
end of World War II. A lottery bond issue in 
Greece offers a top prize of $50,000 in cash. 
Russia raises rubles with a lottery bond which 
offers a number of small prizes. Other European 
countries that have sought savings via the lot- 
tery bond route include Norway, France, Italy, 
Finland, West Germany, Sweden, and Denmark. 

Additional ways of attracting savings have 
been devised so as to appeal to people who 
have doubts about the future value of their cur- 
rency. The idea is to offer protection against an 
inflationary spiral which would reduce the real 
value of money savings. 

France, for instance, has been suffering from 
inflation for a long time, partly as a result of 
continuous government deficit financing. Many 
Frenchmen have found gold the safest and sur- 
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est store of value. In these circumstances the 
Pinay Government in 1952 issued a loan with the 
redemption value linked to the free market price 
of gold coin. Increased prices would be reflected 
in the market price of gold and hence in the 
value of the bond. The state-owned Societe 
dElectricite issued bonds in 1952-54 with 
the value, as well as the annual interest, varying 
with the price of electric energy. The national- 
ized coal mines and railroads have issued bonds 
linked to the wholesale price of coal and to 
passenger coach fares. And last May the French 
Government sold “growth” bonds — interest pay- 
ments are to be revised annually in line with 
increases in national industrial output. 

In Finland, nearly all financial institutions 
give their depositors the choice between ordin- 
ary savings deposits and deposits which pay a 
lower rate of interest but are linked to a price 
index. In similar fashion, the Finnish Govern- 
ment last year sold bonds the value of which 
wag tied to wholesale prices. If the wholesale 
price index in September of any year, for in- 
stance, is 5 per cent higher than the September 
1955 index, the face value of the bonds as well 
as the interest payments will be increased by a 
corresponding 5 per cent. 


No Substitute for Sound Money 


Though some of these schemes may serve as 
expedients while confidence is restored in money, 
none of them has been spectacularly successful. 
Under reasonably ordered conditions people 
will respond to the opportunity to realize better 
interest rates and tax exemptions. They can en- 
joy dreams of winning lottery prizes. 

But when inflation is rampant the value of any 
promise to pay in the future becomes suspect. 
Formula bonds, such as those linked to price 
indexes, cannot fully overcome the repulsion peo- 
ple feel toward distant claims for money of 
shrinking value. Many a potential buyer — even 
if he has the talent for arithmetic — will not take 
the trouble to figure out how the gadget works 
and how it may fail him. He may well doubt 
whether the borrower will have the means and 
the will to perform upon an obligation of un- 
known magnitude. He may suspect the integrity 
of the government statisticians whose elaborate 
calculations determine how much or little he is 
entitled to get. After all, how much honor is due 
a government that does not have the wisdom and 
fortitude to protect the value of the money that 
it issues? 

In such circumstances the individual who 
wants to borrow to buy a home or to expand a 
business is deprived of normal access to credit. 
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Even if a lender could be found, the private bor- 
rower cannot make promises to pay indetermin- 
able amounts without jeopardizing his solvency. 
A borrowing government that holds out its power 
to issue money as assurance of repayment opens 
a vista of inflation unlimited and of worthless 
promises to pay more and more of less and less. 
The security of the individual is better served 
by hoards of gold and goods than by bonds 
linked to computed indexes. 


The gadgets represent ingenious but still 
clumsy efforts to find something else that can 
serve as a stable standard of value. This is the 
job of money. There is no substitute for money 
people can trust. 


U.S. Foreign Trade and Gold 


United States foreign trade figures for the first 
half of 1956 made public last month reflect the 
continuing business boom in this country and 
abroad. Imports and exports soared to new high 
levels, greatly exceeding any previous half year. 


The first-half ’56 showing for our foreign trade 
is considerably better than generally forseen 
earlier in the year. With the rate of over-all busi- 
ness expansion then expected to level off, only a 
modest rise in imports was anticipated. The rate 
of business expansion did level off, but imports 
during the first six months turned out to be 15 

r cent ahead of last year, and at an annual rate 
of $12.7 billion, compared with $11.4 billion for 
the full year °55. 


Similarly, expectations of foreign spending for 
U.S. goods were pitched conservatively. The up- 
surge in business activity in Western Europe and 
elsewhere was being held down by full employ- 
ment of available resources, including manpower, 
and by monetary restraints. Some countries were 
experiencing balance of payments difficulties. 
Nevertheless, the data now available reveal that 
U.S. commercial exports (excluding military ship- 
ments under mutual security programs) reached 
in the first half of this year an annual rate of 
$16.7 billion, or 20 per cent more than in the 
same period a year ago. For all 55 non-mili- 
tary exports reached $14.3 billion. 

In short, over the past year the growth of U.S. 
external trade has outpaced the rise in domestic 
business activity. 





Comparison with Early Postwar Years 

Current trade totals look still more impressive 
when measured against the early postwar years. 

Commercial exports this year may exceed by 
as much as $1% billion the previous peak of 
total exports reached in 1947. At that time most 
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of the countries of the Free World were short 
of goods and were draining their supplies of 
gold and foreign exchange, built up during the 
war, to pay for increased purchases here. 

Imports in the first half ran at twice the aver- 
age of the first five postwar years 1946-50. This 
rising trend of imports by the largest buyer in 
world markets is, as noted in the July Monthly 
Review of the Federal Reserve Bank of New 
York, of great importance to the rest of the 
world — first, because of its impact on the level 
of economic activity abroad and, second, because 
our imports are the principal source of dollars 
with which other countries finance their pur- 
chases from us. Referring to this growth of im- 
ports, the Review pointed out: 

Often in the past, fears have been expressed that the 
rest of the owe would not be able to benefit fully from 
the growth of the American economy because our im- 
ports, to many analysts, seemed to grow at a slower rate 
than our national economy. It is therefore relevant to 
note that since 1948—the beginning of the Marshall 
Plan — the value of United States imports has increased 
60 per cent, compared with a 50 per cent rise in gross 
national product. 


Growth of Foreign Gold and Dollar Assets 

While our imports and exports have both in- 
creased this year, the increase of exports has been 
greater than that of imports. In consequence, the 
excess of non-military exports over imports rose 
by one-third to over $2 billion in the first half 
year, versus $1% billion a year earlier. 

Nevertheless, foreign countries have continued 
to gain gold and dollars in their transactions with 
this country. 
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According to the Department of Commerce, 
these accumulations came to around $550 mil- 
lion during the first quarter of this year. Allow- 
ance for further additions during the second 
quarter would appear to bring this build-up for 
the half year to perhaps $800 million. Such 
additions to foreign hard currency assets are 
exclusive of substantial amounts of newly-mined 
gold that are nowadays finding their way into 
central bank reserves. 


That foreign countries have been able to add 
to their gold and dollar holdings in this fashion 
in the face of the rising U.S. trade surplus may 
appear something of an anomaly. Actually, it 
reflects two things: 

First, the substantial agricultural shipments 
under special programs not entailing dollar out- 
lays on the part of the recipients. In fiscal ’56, for 
example, U.S. Government subsidized shipments 
accounted for $1,316 million, or more than 38 per 
cent, of over-all agricultural exports. 

Second, and more important, the continuing 
outflow of dollars on non-trade account — ship- 
ping, travel, and other services; U.S. Government 
outlays for goods and services (including military 
expenditures); U.S. Government loans and eco- 
nomic aid; and private capital investments. 


U.S. International Transactions 
(Billions of Dollars) 


1955 —1956— 
lst Half 2nd Half 1st Half 





Transactions Supplying Dollars 














Commercial imports, adjusted* .... $5.6 $5.9 $6.3 
Other transactions 
Shipping, travel and other services 1.7 2.0 1.9 
U.S. Govt. outlays for goods and 
services 1.6 1.5 1.7 
U.S. Govt. ic aid 1.2 8 9 
We Glib. BORD: cmenncmemn  B a 3 
Private capital outflow .......  .5 ow 1.0 
Total non-trade transactions ..... 5.2 5.1 5.8 
Total Dollars Supplied 10.8 11.0 12.1 
Transactions Using Dollars 
Commercial exports, adjusted* ....... 7.1 1.2 8.2 
Dividend and interest remittances to 
U.S. 1.1 1.2 
Shipping, travel and other services 1.5 1.7 


1.4 
1.6 
Total Dollars Used sidan * ae 10.2 1 
Added to foreign holdings of portfolio 
cqusetnneesseccerememmmssaamn 3 
4 
7 
1 





and direct investment 2 
Added to foreign gold and short-term 
liar assets 6 
Subtotal 8 8 
Adjustment for errors and omissions... 3 2 





Source: U.S. Department of Commerce and National Foreign 
Trade Council. *Adjusted for balance of payments purposes. 


As will be seen from the above table covering 
the over-all U.S. balance of international pay-* 
ments, outlays for non-trade transactions amount-’ 
ing to $5.8 billion in the first half of 56 were 
substantially in excess of last year. Especially .. 
noteworthy is the rise in private capital outflow, 
reflecting mainly direct investments in Canada 
and Canadian borrowing in this market. 








With higher non-trade outlays supplementing 
record payments for commercial imports, total 
dollars supplied to foreign countries during the 
half year came to a record $12 billion. This com- 
eg with dollars used by foreigners of $11 

on. 


In other words, the U.S., despite record ex- 
ports and a bigger trade surplus, has continued 
to incur a deficit in its over-all balance of pay- 
ments, thereby enabling foreign countries to add 
to their gold and dollar holdings. 


Concern Over U.S. Gold Position 


An aspect of the continued growth of foreign 
dollar holdings of interest to Americans is that, 
while these dollars constitute assets to their 
foreign owners, they are liabilities in the mone- 
tary system of this country. Concern is occa- 
sionally expressed over the growth of such 
short-term holdings and their significance with 
respect to our gold position. 

This concern is prompted by articles appear- 
ing in the press and other publications stressing 
our vulnerability to sudden gold withdrawals. 
It is pointed out that ~ short-term dollar 
assets, including deposits and U.S. Treasury obli- 
gations, total around $14% billion, equal to 
66 per cent of our gold stock, presently stand- 
ing at $21.8 billion, compared with 31 per cent 
in 1949. The question is asked how long we can 
afford to go on spending and lending abroad, 
and piling up these potential claims against our 
gold stock. 

In considering this question, it may be noted 
at the outset that, of these total claims, $9.4 
billion are held by foreign governments, central 
banks, and international institutions for the set- 
tlement of international accounts and for other 
legitimate purposes. The Treasury does not ex- 
tend to foreign individuals and other private 
holders the right to convert these dollar assets 
into gold in the United States, although the sale 
by such parties of their holdings for foreign cur- 
rencies could of course lead to gold losses. 

Apart, however, from these technicalities, two 
observations are in order: 

First, the growth of these balances is a natural 
concomitant of the improvement in financial con- 
ditions abroad and of New York’s development 
as an international money center. As forei 
countries have gained dollars they have tended 
to hold these dollars in the form of deposits and 
short-term investments rather than convert them 
to gold. This reflects their confidence in the 
strength of the dollar and in the monetary poli- 
cies of this country, together with a desire to 
hold earning assets. To a large extent these bal- 
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ances represent working funds of foreign central 
banks and private enterprises. The need for 
these balances has been greatly increased in re- 
cent years by the expansion in international 
trade, both quantitatively and in terms of mone- 
tary values. Barring some major shock to confi- 
dence in U.S. currency there seems no reason 
to anticipate any general withdrawal. 

Second, while these balances have risen sub- 
stantially in recent years, their continued rise — 
at least at the same rate — should not be a fore- 
gone conclusion. There has been evidence for 
example that, as these funds have grown, some 
have been shifted over into long-term investment 
here. More important, there is the question how 
long foreign countries will want to pile up gold 
and dollars instead of spending the money for 
goods. The recent decision by Germany to lib- 
eralize dollar imports and retard the rise in the 
central bank’s foreign exchange reserves in order 
to curb inflationary tendencies at home is a case 
in point. The rise in U.S. exports generally over 
the past year seems evidence that foreign coun- 
tries are on the whole disposed to spend their 
dollar receipts more freely. 


As to the question, whether we can with im- 
punity go on indefinitely pouring out funds 
abroad and accumulating short-term liabilities 
without commensurate gains in readily realizable 
assets, the answer is, of course, that we can’t. In 
our financial relations with other countries, as 
at home with one another, it is mandatory that 
we conduct our affairs with prudence and due 
regard for our ability to fulfill commitments. 

At present the gold stock is so large in rela- 
tion to these short-term balances that more than 
two-thirds of the latter could, theoretically, be 
withdrawn and still leave enough gold to meet 
the statutory requirements of 25 per cent against 
Federal Reserve notes and member bank re- 
serve deposits. Considering the need on the part 
of foreign countries to maintain adequate U.S. 
balances, this would appear to be ample cush- 
ion save under extreme panic conditions. It 
should be borne in mind that the above total of 
balances includes close to $1.8 billion held by 
the International Monetary Fund, representing 
most of this country’s original capital subscrip- 
tion; also, that it is a gross figure and makes no 
allowance for $1% billion of foreign short-term 
liabilities owed to the United States. 

This country can hardly expect to assume the 
role of an international money market without 
assuming normal banking risks. The important 
requirement is the pursuit, on our part, of such 
monetary, fiscal, and other economic policies 
that people abroad will continue to have confi- 


dence in our currency. If discussion of these 
balances strengthens appreciation of this fact 
it will have served a useful purpose. 


Where the Money Goes 





In this Letter in July we discussed the ques- 
tion “Where Is the Money Coming From?” in 
connection with supplying the long-term capi- 
tal requirenents of American business. This 
month we are taking a look at another part of 
the picture — “Where the Money Goes” — as 
shown by the 100 corporations reporting the 
largest sales or revenues for the year 1955. From 
comment on every hand, it would appear that 
many people have only the vaguest notion as to 
what these big organizations do with all the 
millions and even billions of dollars they take 
in annually from the sale of goods and services. 


Where the money goes has actually become an 
open book. Corporate annual reports today con- 
tain more revealing information than ever before 
on the distribution of expenses for current opera- 
tions, plus the capital outlays for modernization 
and expansion of plant and equipment needed 
to meet the demands of a growing population 
at rising standards of living. 

During the ten-year period since the end of 
World War II the cumulative total of funds ab- 
sorbed by American corporate business amounted 
to $281 billion, with 1955 setting a new high and 
1956 — the eleventh postwar year — climbing to 
an even higher rate. 

The accompanying list of the 100 largest com- 
panies in all lines of business other than banking 
and finance, where sales volume is not a relevant 
item, includes 79 in manufacturing, 14 in trade, 
5 in transportation, and 2 public utilities. These 
organizations, whose roots in most instances ex- 
tend back to the early 1900's or before, have 
over the years attained prominent places in such 
mass-production industries as dairy products, 
meat packing, tobacco, chemicals, petroleum, 
steel, copper, aluminum, automobiles, tires, ma- 
chinery, electrical equipment, and aircraft. 
Others have built up large patronage in mass 
distribution in chain stores, department stores, 
and mail order houses, or in supplying railroad, 
electric, and telephone service. 

Their annual sales plus other income range 
from a low of $494 million to over $1 billion each 
for 34 companies, with four over $5 billion each. 
One of the latter is Ford Motor which this year 
began publication of detailed financial state- 
ments following the public offering of its capital 
stock. During recent years the “100 largest” list 
has changed continually as leaders in the newer 
industries such as chemicals, petroleum, aircraft, 
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and electrical equipment have pushed ahead 
faster than those in older lines of foods, bever- 
ages, textiles, and railroads. 


Total Sales or Revenues, 100 Largest American 
Corporations as Reported for Year 1955 (In Millions) 
































Manufacturing Manufacturing — con’d. 
Allied Chem. & Dye Cp. $633 North Amer. Aviation... $319 
Allis-Chalmers Mfg. Co. 538 Olin Mathieson Chem. Cp. 57 
Aluminum Co. of Amer. 849 Phillips Petroleum Co... 918 
American Can Co. ......... 718 Pitts. Plate Glass Co... 587 
American Metal Co....... 676 Procter & Gamble Co... 1,040 
Amer. Smelt. & Ref. Co. 550 Radio Corp. of Amer.._. 1,055 
American Tobacco Co... 1,092 Republic Aviation Corp. 548 
Anaconda Co. -.... 636 Republic Steel Corp.._. 1,195 
Armco Stee] Corp.......- 701 R. J. Reynolds Tob. Co. 866 
Armour & Co... —— 1,969 Shell Oil Cow... 1,506 
Atlantic Refining Co... 527 Sinclair Oil Corp... 1,118 
Bendix Aviation Corp... 569 Socony Mobil Oil Co... 1,839 
Bethlehem Steei Corp... 2,115 Sperry Rand Corp............. 714 
Boeing Airplane Co... 855 Stand. Oil Co. of Calif. 1,377 
Bordcn Company 813 Stand. Oil Co. (Ind.)... 1,814 
Borg-Warner Corp. ... 555 Stand. Oil Co. (N.J.).. 6,415 
Burlington Ladustries...... a aS 
Caterpillar Trac.or Co... 524 Swift & Co... 2,409 
Chrysler Corp. ....... ~» SATh Texas Company ~. 1,890 
Cities Service Co... 932 Union Carbide & Car. Cp. 1,208 
Continental Can Co... 668 United Aircraft Corp... 701 
Continental Oil Co......... 534 U.S. Rubber Co. 929 
Curtiss-Wright Corp... 510 U.S. Steel Corp... mm 4,098 
Distillers Cp.—Seagrams 738 Western Elcctric Co... 1,861 
Douglas Aircraft Co... 868 Westinghouse Elec. Cp. 1,454 
Dow Chemical Co............_ 570 Wilson & Co. reteset 651 
E.I. du Pont de N.& Co. 2,096 Youngstown Sh.&T.Co. 626 
Eastman Kodak Co, ..... 725 Trade 
Firestone Tire&Rub. Co. 1,119 ‘Aled ieee Ooms 582 
a ee emir - American Stores Co....... 655 
General Dynamics Corp. 688 Anderson, Clayton & Co. 139 
General Electric Co... 3,126 Federated Dept. Stores. 538 
General Foods Corp... 933 Great A. & P. Tea Co... 4,305 
General Mills, Inc... +=«516 »=39 Kroger Company ......... 1,219 
General Motors Corp..... 12,532 McKesson & Robbins... 53 
B. F. Goodrich Co..........0759 May Dept. Stores Co... 495 
Goodyear Tire&Rub. Co. 1,376 fontgomery Ward & Co. 970 
Gulf Oil Corp. 1,914 National Tea Co... 576 
Inland Steel Co... 1-668 

. = J. C. Penney Co. 1,221 
Inter. Bus. Mach. Corp. 567 Safeway Stores —_. 11933 
Inter. Harves =e 9 Sears, Roebuck & Co... 3,312 
te, Pao ~~ “i OF. W. Woolworth Ca 00 
Inter. Tel. & Tel. Corp. 503 i 
Jones & Laughlin Stl Cp. 699 beeigsy aig 
Kennecott Copper Corp. 556 Atchison, Topeka & S.F. 593 
Liggett & Myers Tob. Co. 549 New York Central RR. 867 
Lockheed Aircraft Corp. 676 Pennsylvania Railroad. 978 
Monsanto Chemical Co... 526  ‘Seuthern Pacific Co... 686 
Net. Dairy Prod. Corp. 1,266 Union Pacific RR... 551 
Nat. Distillers Prod. Cp. 501 Public Utility 
Nationa! Lead Co... 537 Amer. Tel. & Tel. Co... 5,398 
National Steel Corp... 680 Con. Edison Co. of N.Y. 494 


Combined receipts of the 100 largest com- 
panies from sales, other operations, and invest- 
ments last year aggregated $130 billion. This was 
14 per cent over their total in 1954 and 2% times 
that of the last war year 1945. An important 
long-term factor was, of course, the price rise. 

In producing this value of goods and services 
the companies employed 6,613,000 men and 
women. They owned total assets at the year-end 
of $109 billion, which represented an average 
investment of about $16,000 per employe. 

They had a total of 1,573,000,000 common 
shares outstanding at the year-end, with 38 com- 
panies each having over 10,000,000. The com- 
bined total of registered shareholders runs to 
8,400,000. Although many of the same share- 
holders own stock in more than one company, 
the lists of registered holders include also nomi- 
nees or trustees who are acting for the bene- 
ficial interests of numerous individuals. Large 
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blocks are owned also by insurance companies, 
investment trusts, pension funds, and nonprof- 
it institutions — educational, medical, religious, 
philanthropic, research, and the like — while sub- 
stantial portions are owned by the companies’ 
own employes direct or in trust. 

Undoubtedly a large part of the people who 
own stock hold shares in one or more of these 
100 largest companies. According to a recent 
survey made for the New York Stock Exchange, 
persons in the U.S. holding stock available to the 
public are estimated at 8,630,000 after eliminat- 
ing duplication in names of registered holders. 
A rapidly widening distribution of corporation 
ownership is indicated by the increase of 2,140,- 
000 investors since a similar survey was made in 
1952. 

Among individual holders covered in the Stock 
Exchange survey, the number of women ex- 
ceeds slightly the number of men; the average 
investor owns four different issues; two-thirds of 
the adult holders have household incomes under 
$7,500 annually. Allowance for an additional 
1,400,000 people who own stock in the country’s 
700,000 family or closely-held corporations car- 
ries the estimated number of domestic share- 
owners (exclusive of institutional and foreign 
holders) to over 10,000,000. 


Disposition of Income 


Out of the total receipts by the 100 largest 
companies last year from sales and other sources, 
their disbursements for wages, salaries, and labor 
benefits (pensions, insurance, vacations, etc.) 
amounted to approximately 27 cents per sales 
dollar. Such employment costs represented an 
average of about $5,000 per employe. 





Disposition of Receipts by the 100 Largest U.S. 
Nonfinancial Companies in the Year 1955 























Total % of 
(Millions) Receipts 
Total receipts from sales, revenues, etc... $130,490 100.0 
Costs: 
Costs of goods and services purchased 
from others, etc. 67,923 52.1 
Wages, salaries, and labor benefits*..m.. += 34,814 26.7 
Provision for depreciation and depletion... 5,144 3.9 
Interest paid 648 5 
Federal income taxes enn accccceeeneeeeemne ne sii 7,495 5.7 
Other federal, state, local & foreign 
taxest 5,189 4.0 
Total costs of operations 121,218 92.9 
Net i 9,277 7.1 
Preferred and common dividends paid. 4,647 8.6 
Retained in the business $4,630 3.5 





*Partly estimated, on basis of payrolls reported by companies 
representing 84 per cent of the total employment of the group. 


+Tax figures charged as costs are exclusive of various sales and 
excise taxes collected from customers. Such taxes on gasoline 
and oil collected by the 13 petroleum companies amounted to 
$2,626 million, while those collected by the 3 automobile eom- 
panies came to $1,674 million. 
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Total direct federal, state, local, and foreign 
taxes, exclusive of sales and excise taxes collected 
from customers, took an average of almost 10 
cents out of every dollar. 


After deducting all other expenses as shown in 
the summary, mainly for goods and services pur- 
chased from others but including also interest 
paid on borrowed money and provision for de- 
preciation and depletion, the margin of net in- 
come was 7.1 cents per dollar of receipts. For the 
manufacturing companies such margin was 7.6 
cents, for trade 2.4 cents, for transportation 8.6 
cents, and for two public utilities 12.5 cents. 


Dividend payments on preferred and common 
shares were 3.6 cents per dollar of receipts. The 
balance of 3.5 cents per dollar of receipts—nearly 
one-half of net income—was retained in the busi- 


ness and applied toward financing growth. 


Expansion of Corporate Assets 


Although that balance amounted to $4.6 bil- 
lion, it fell far short of covering the new funds 
needed for expansion of property account and 
working capital. 

Some measure of the magnitude of the money 
required for expansion and development, over 
and above the total of $121 billion disbursed or 
charged for current expenses, may be seen in 
a comparison of the published balance sheets. 
The combined total assets of $109 billion noted 
above increased during 1955 by over $9 billion 
or 10 per cent. 


Changes in Assets, Liabilities, and Capital of the 100 
Largest Nonfinancial Companies in 1955 


(In Millions of Dollars) 





























December 31 
Assets 1954 1955 Change 
Land, plant and equipment.._._£__— $89,436 $96,076 +6,640 
Less depreciation & depletion...._... 35,274 88,718 +8,444 
Net property 54,162 57,358 -+-8,196 
Current assets (cash, government se- 
curities, inventories, receivables, 
other) and misceilaneous 45,276 51,668 -+6,392 
Total 99,438 109,026 -+9,588 
Liabilities & Capital 
Capital and surplus 63,405 69,428 +6,023 
Long-term debt 17,805 18,049 + 1744 
Current liabilities (accounts payable, 
short-term bank loans, income & 
other taxes, accruals, other) and 
miscellaneous 18,728 21,549 +2,821 
Total $99,438 $109,026 +9,588 





Net property account of the group increased 
by $8 billion and at the year-end stood at $57 
billion. In addition to this absorption of funds in 
physical properties, the companies last year used 
$6 billion for net increases in other assets — 
mainly inventories, receivables, and government 
securities including tax notes. 


On the other side of the composite balance 
sheet the major portion, about 64 per cent, is 
made up of net worth or shareholders’ equity — 
represented by the book value of preferred and 
common stock plus surplus accounts. The rise of 
$6 billion reflected mostly retained earnings but 
included also sales of additional capital stock. 
Long-term debt increased by $0.7 billion. 

The remaining expansion in assets not covered 
by increases in equity capital or long-term bor- 
rowings was financed by a rise in current liabili- 
ties: accounts payable, short-term bank loans, 
income and other taxes, accruals, and miscel- 
laneous liabilities, which went up $2.8 billion 
bringing the total increase in indebtedness to 
$3.6 billion. 

In other words, of the $9% billion of new 
money required by these 100 companies to carry 
on and expand their business last year, equity 
capital comprised about three-fifths and debt 
two-fifths. While the plowback of earnings con- 
tinued to provide a good share of the new capital 
needed, it may nevertheless be noted that these 
major enterprises, despite their $130 billion of 
receipts on all accounts, were forced to rely to 
a substantial extent upon capital from outside 
sources. 

According to statistics just issued by the Se- 
curities & Exchange Commission the total of new 
corporate flotations by all U.S. corporations in 
the first half of 1956 reached $5.2 billion — a new 
high and $300 million more than in the first six 
months of 1955. Debt flotations, constituting 77 
per cent of the total, were up $700 million from 
a year ago, while equity financing was $400 mil- 
lion less. 


Key Role of Earnings 

This emphasizes once more the key role of 
earnings in supplying both the incentive and 
means by which industry is encouraged and en- 
abled to go forward in providing the tools for 
our growing labor force and in turning out the 
steadily increasing quantity and variety of goods 
and services the American people desire. Good 
earnings are essential whether for generating new 
capital from within the corporation or for at- 
tracting it from without. 


The theory sometimes advanced that internal 
financing of corporate growth robs the consumer 
through excessive pricing overlooks the fact that 
generous earnings are also essential to raising 
capital in the competitive open market on favor- 
able terms. They are particularly important in 
promoting the flotation of stock issues needed to 
maintain a sound ratio between equity capital 
and debt in the corporate financial structure. 
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